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SUBJECT: AB 3086 C ean-Up/Definition of Wages

SUMVARY OF BILL

Under the Unenpl oynment Insurance Code (U C), this bill, sponsored by the
Franchi se Tax Board, would specify that the definition of wages for the purposes
of the quarterly report includes all renuneration includable in gross incone for
services paid by an enployer engaged in a trade or business to all enployees,
while maintaining the current definition of wages for w thhol ding purposes to
preserve current exceptions to w thhol ding.

This bill also would clarify which anobunts nust be included in the Report of
Wages by specifically including in the definition of wages anounts w thheld from
pensions, annuities, and other fornms of deferred conmpensation.

SUMVARY OF AMENDMENT

The May 17, 1999 amendnents clarified the inclusion in the definition of wages
anounts w thheld from pensions, annuities, and other forns of deferred
compensati on

The departnent’s analysis of the bill as introduced March 3, 1999, still applies
in addition to the follow ng analysis of the May 17, 1999, anendnents.

EFFECTI VE DATE

The definition of wages provision would apply to taxabl e years begi nning on or
after January 1, 2000.

SPECI FI C FI NDI NGS

Assenbly Bill 3086 (Stats. 1994, Ch. 1049) nodified enpl oyer reporting
requirenments for wage information and Personal |Income Tax (PIT) withholding to
t he Enpl oyment Devel opnent Department (EDD). AB 3086 anended the U C to state
that the Report of Wages shall include “individual amounts required to be

wi t hhel d under Section 13020.”" Although U C Section 13020 provi des the general
statutory requirenent for w thhol ding of wages and the nethod for conputing the
anmount of w thholding, the term“wages” generally is defined in U C Section
13009. In addition to these sections, U C Section 13028 provides that incone
from pensions, annuities, and other deferred incone are “wages” subject to

wi t hhol di ng generally upon the el ection of the recipient.

A probl em ari ses because U C Sections 1088 and 13021, which require the Report of
Wages to be filed, do not specifically reference U C Section 13028 for purposes
of defining which “wages” nust be included in the Report of Wages. |In addition
to ot her changes, AB 3086 did the foll ow ng:
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1. Changed the name of the Quarterly Contribution Return to the Report of
Contri butions.

2. Elimnated the filing of the Annual Reconciliation of Personal |ncone Tax
Wthheld formand the subm ssion of the state copy of the enpl oyees Wage and
Tax Statenments (W2). In its place, an enployer files an Annual Reconciliation
Return, which reports cumul ati ve ambunts for total wages, enployer
contributions, State Disability |Insurance contributions, and PIT w t hhol di ng
anmount s.

3. Added individual PIT withhol ding anbunts to the existing wage report
requi renments.

These changes were part of a joint planning effort by EDD and the departnent to
i nprove the accuracy, responsiveness, accessibility, and effectiveness of both
PIT and enpl oynent tax systens. The changes were intended to ease the reporting
burden of California enployers while enabling EDD to capture nore conplete and
tinmely information.

This bill would amend U C Sections 1088 and 13021 to specifically include Section
13028 in the cross-referenced anounts required to be withheld. Additionally,
this bill would amend U C Section 13028 to provide that pensions, annuities, and
other deferred inconme shall be treated as paynents of wages. Thus, this bil
woul d clarify which “wages” nust be included in the Report of Wages by
specifically including anbunts received from pensions, annuities, and other forns
of deferred conpensation

Pol i cy Consi derati ons

The intent of AB 3086 (Stats. 1994, Ch. 1049) was to sinplify the reporting
requirements in the Report of Wages to capture conpl ete wage and w t hhol di ng
anmounts on a tinmely basis. Confusion exists anpbng tax practitioners and
pensi on nmanagers as to which amounts are properly required to be included in
the Report of Wages. This bill would renove those doubts and inpl enment the
intent of AB 3086 to sinplify reporting requirenents. |In addition, the
timely filed wage information is used by the departnent to automate

wi t hhol di ng verification when incone tax returns are processed.

| npl ement ati on Consi derati ons

I mpl ementing this provision would not significantly inpact the departnment’s
prograns and operations.

Fi scal | npact on State Budget

Depart nental Costs

No departmental costs are associated with this provision

Tax Revenue Esti mate

This provision woul d not inpact the state’s income tax revenue.

BOARD POSI TI ON

Support.

The Franchi se Tax Board voted at its Novenber 17, 1997, neeting to sponsor the
| anguage in this bill relating to AB 3086 cl ean-up



